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Research Update:

Ratings On Nigeria-Based Zenith Bank PLC
Affirmed At 'B+/B'; Outlook Stable

Overview

» Following a review of Zenith Bank PLC (Zenith) under Standard & Poor's
revi sed bank criteria (published on Nov. 9, 2011), we have affirnmed the
I ong- and short-termcounterparty credit ratings on Zenith at 'B+/ B . The
outlook is stable. At the sane tine, we affirned the bank's N gerian
national scale ratings at 'ngA/ ngA-1'.

e Qur ratings on Zenith reflect the bank's 'bb-' anchor, as well as its
adequat e busi ness position, adequate capital and earnings, strong risk
position, above-average funding, and adequate liquidity.

e The ratings on the bank are constrai ned by the foreign-currency sovereign
ratings on the Federal Republic of N geria (B+/ Stable/B).

* In our view, the bank's creditworthiness will likely remain stable over
the next 12 nmonths, with cost of risk stabilizing at current |evels.

Rating Action

As we previously announced on Dec. 1, 2011, Standard & Poor's Ratings Services
affirmed its long- and short-termcounterparty credit ratings on Zenith Bank
PLC (Zenith) at 'B+/B'. W also affirmed our Nigerian national scale ratings
on Zenith at 'ngA/ngA-1'. The outlook is stable.

Rationale

Standard & Poor's bases its ratings on Zenith on our assessnent of the
conpany's "adequate" business position, "adequate" capital and earnings,
"strong" risk position, "above-average" funding, and "adequate" liquidity, as
the criteria define these terns. The stand-alone credit profile (SACP) is
"bb".

Under our bank criteria, we use our Banking Industry Country R sk Assessment
(BI CRA) economic risk and industry risk scores to determine a bank's anchor,
the starting point in assigning an issuer credit rating. Qur anchor for a
commer ci al bank operating only in Nigeriais 'bb-'. W view N geria as having
high political risk and infrastructure needs, both factors that contribute to
a volatile and risky operating environnent. N geria has extensive natura
resources, |ow government debt, and high economic growmh potential, which
partly mtigate these risks. The Central Bank of Nigeria's recent actions as
banki ng supervi sor have been positive, but its regulatory track record has
been weak, historically. Qur opinion on industry risk reflects this track
record and the preval ence of poor corporate governance, as well as the
sector's limted stability. There have been nunerous bankruptcies, and severa
nmergers and acqui sitions are ongoing. W view the industry's funding profile
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as a strength. Although banks are mainly funded by short-term deposits, the
risk is largely offset by the good level of liquidity.

Zenith's business position conpares well with rated peers and i s consi dered
"adequat e", particularly regardi ng managenent's execution strategy. Amd
changi ng conpetitive dynamics in Nigeria, we expect Zenith will maintain its

| eadi ng position, with about 12% market share. Wth total assets of Nigeria
naira (NG\N) 2.05 trillion (US$13.7 billion, $1 = NG\150) at June 30, 2011
Zenith is one of the largest banks in Nigeria. The bank has devel oped a strong
franchi se over tinme by capturing business fromlarge corporate clients, while
of fering banking services to its suppliers, distributors, and staff. Zenith's
managenment has shown a consistent operating strategy of organically devel opi ng
the franchise in the donestic nmarket and strengthening enterprise risk
managenment to reduce credit risk.

We assess Zenith's capital and earnings as "adequate", considering the bank's
capitalization earning capacity. W estimate the RAC rati o before adjustnents
to remain slightly above 7.0%in the next 12-18 nonths based on stable cost of
ri sk and noderate | oan growh. W forecast the three-year average earnings
buffer to be around 100 basis points in 2012, which conpares well wth peers'.
Further, we view quality of capital as strong because Zenith's capita

conpri ses pure conmon equity. W believe that Zenith should continue to
exhibit a sinmlar operating performance trend in 2012, thanks to a sustained
revenue- generating capacity underpi nned by | ower provisioning charges, reduced
costs, and further signs of inprovenent in the N gerian econony. Quality of
earnings is considered strong, with net interest margi ns above 7% conpari ng
favorably with peers'.

We assess Zenith's risk position as "strong". Reported inpaired | oans stood at
6.6% at year-end 2010 and were reduced to 3.3% at end-June 2011, followi ng the
transfer to the Asset Managenment Corporation of Nigeria (AMCON) of a portion
of nonperform ng | oans. AMCON was set up by the Central Bank of Nigeria to
reduce the amobunt of bad debt in the banking system W expect Zenith's
nonperformng loans to remain below 5% in the short and nmediumterns, further
supported by the bank's noderate risk appetite.

Zenith's | oan book exhibits sonme concentration, nanely in the manufacturing
and oil and gas sectors, and in single nanes. Exposures to the manufacturing
sector were 25% of total |oans while oil and gas | oans were 17% of total | oans
at end-June 2011. Top-20 |oans stood at 34.5% of total |oans and 75% of
adjusted total equity at end-June, which conpares favorably wth peers.

Zenith's funding is "above average" and its liquidity is "adequate", in our
opinion. Its funding profile, dom nated by customer deposits (98%, is

consi dered stable and fairly diversified and there are no nmaterial single-name
concentrations. Total |oans to deposits were 55% as of June 30, 2011. At the
sanme date, 42% of total deposits were contractually short termwith maturities
of three nonths or less, and 55% had maturities spanning 1-2 years. Zenith
benefits froma |l arge pool of liquid assets, with liquid assets to tota
deposits at 58% as end-June 2011. Liquid assets, in excess of 40% of tota
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assets, are conprised of cash and governnment T-Bills, including AMCON bonds.
This apparently strong ratio is countered by the high exposure to the Nigerian
gover nnent .

The econonic and industry risks of operating in a given country are

i ncorporated into our anchor and SACP with the exception of the sovereign
default scenario, which is only incorporated into the issuer credit rating. As
highlighted by its 'bb' SACP, the main constraint on Zenith's ratings is the
foreign-currency sovereign rating on Nigeria. In our opinion, the bank would
not withstand a scenario where Nigeria defaults on its obligations. Therefore,
its issuer credit ratings do not exceed the ratings on the sovereign

Outlook

The stable outl ook on Zenith largely reflects that on the ratings on Nigeria.
The outl ook al so reflects our view that the bank's financial performance will
likely remain stable over the short-to-nediumterm Any positive ratings
nonmentum woul d require a simlar novenment in the sovereign ratings, alongside
mai nt ai ni ng the bank's current SACP at 'bb-' or higher. A negative rating
action, although unexpected in the nediumterm could result froma
significant rise in the bank's risk profile, including a sharp deterioration
in asset quality, which would result in a decline in our risk position
assessment. W would also lower the ratings if the sovereign ratings were

| ower ed.

Ratings Score Snapshot

| ssuer Credit Rating B+/ St abl e/ B
SACP bb

Anchor bb-

Busi ness Position Adequat e (0)
Capital and Earnings Adequat e (0)
Ri sk Position Strong (+1)
Fundi ng and Liquidity Above Average and Adequate (0)
Suppor t 0

GRE Support 0

Group Support 0

Sover ei gn Support 0

Addi tional Factors -2

Related Criteria And Research

* Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011

* Banking Industry Country Ri sk Assessnent Methodol ogy And Assunpti ons,
Nov. 9, 2011

e Bank Hybrid Capital Methodol ogy And Assunptions, Cct. 24, 2011
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Ratings List
Rati ngs Affirned

Zenith Bank PLC

Counterparty Credit Rating B+/ St abl e/ B
Ni gerian National Scale Rating ngA/ - -/ ngA-1
Certificate OF Deposit B+/ B

Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect on
the A obal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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